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1934 Act Registration No. 1-14700

SECURITIES AND EXCHANGE
COMMISSION
Washington, DC 20549

FORM 6-K
REPORT OF FOREIGN PRIVATE ISSUER
PURSUANT TO RULE 13a-16 OR 158d-16 OF
THE SECURITIES EXCHANGE ACT OF 1934

For the month of January 2002

Taiwan Semiconductor Manufacturing Company Ltd.
(Trenslation of Registrant’s Name into English)

No.121 Park Avenue IT1
Science-Based Industrial Park PH@CESSEB
Hsin-chu, Taiwan FEB 062002
(Address of Principal Executive Offices) ™ OMé O
FINANCIAL

(Indicate by check mark whether the registrant files or will file annual reports under
cover of Form 20-F or Form 40-F,)

Form20-F __VY Form 40-F

(Indicate by check mark whether the registrant by furnishing the information
contained in this form is also thereby furnishing the information to the Commission pursuant
to Rule 12g3-2(b) under the Securities Exchange Act of 1934.)

Yes No _ ¥V

{df"Yes"is mnrkcd, indicated below the file number essigned to the registrant in connection
with Rule 12g3-2(b): 82: )

THIS REPORT ON FORM 6-K SHALL BE DEEMED TO BE INCORPORATED BY
REFERENCE IN THE REGISTRATION STATEMENT ON FORM F-3 (FILE NO. 333-
1421 8) OF TAIWAN SEMICONDUCTOR MANUFACTURING COMPANY, LTD. AND
TO BE A PART THEREOF FROM THE DATE ON WHICH THIS REPORT 1§
FURNISHED, TO THE EXTENT NOT SUPERSEDED BY DOCUMENTS OR REPORTS
SUBSEQUENTLY FILED OR FURNISHED.
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has duly caused this report to be signed on its behalf by the undersigned, thereunto duly

authorized.

Taiwan S nductor Manufacturing Company Ltd.
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Controller

'Date: January 29, 2002 By
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As a result of our common shates being listed on the Taiwan Stock Exchange, we are required on an on-going basis to fil
with the Taiwan Stock Exchange unandited unconsolidated financial stalements as of and for the year-to-date period cading on
each of March 31 and September 30. We also regularly relcase unconsolidated financial statcments as of and for the six months
ended June 30 and as of and for the year ended December 31. These unconsolidated financial statements are prepared in
accordance with generally accepted accounting principles in the Republic of China, also called ROC GAAP, which differ in some
material respects from generally accepted accounting principles in the United States, also called US GAAP. For a discussion of
the material differences between ROC GAAP and US GAAP, see note 24 to our consolidated financial statements in our
Registration Stalement on Form F-3 (Registration No. 333-14218), initially filed with the United States Securities and Exchange
Commission on December 21, 2001 (as amended, the “Registration Statemen!”). In addition, by their nature, unconsolidated
financial statcments are not comparablc in material respects with consolidated financial staternents, and should not be compared
To the consolidated financial statements for prior periods. Because we have relcased certain imaudited unconsolidated financial
statements for 2001, we are required under applicable nules of the United States Securities and Exchange Commission to include
those unaudited unconsolidated financial statements in the prospectus constituting part of our Registration Statement,

The unaudited unconsolidated financial statements do not consolidate the financial position and operations of amy of our
subsidiaries. Instead, the unconsolidated financial statements account for our investments in our subsidiaries, including TSMC
International Investment, our holding cornpany for WaferTech, by using equity method accounting, which differs materially from
consolidation. Other differences resulting from nonconsolidation include:

« the level of our bank debt which is zero on an unconsolidated level because all of our bank debt is borrowed by one or
more of our subsidiaries;

* intercompany sales between Taiwan Semiconductor Mamifacturing Company Limited and its subsidiaries are not
eliminated; and ’

* individual assets, liabilities, revenue and expenses of unconsolidated subsidiaries arc not included in the unconsolidated
financial statements.

For a discussion of the accounting policics used in the unaudited unconsolidated financial statements, sec note 2 to the
unaudited unconsolidated financial statements. Because we account for subsidiaries in our unconsolidated accounts based on the
oquity method, our unaudited unconsolidated net assets and net income would generally be the same as in our consolidated
accounts. Other amounts in other line items may be materially diffcrent in our unconsolidated financial statements from our
consolidated financial statements. We can give no assurance as to what the relative level of unconsolidated and consolidated
assets, net sales, net income or any other financial statement line item will be for the year ended December 31, 2001.

HONGKONG:43526.2
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Taiwan Semiconductor Manufacturing Company Ltd.

Unconsolidated Financial Statements as of December 31, 2001 and 2000
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English Translation of Financial Statements Originally Issued in Chinese
TAIWAN SEMICONDUCTOR MANUFACTURING COMPANY LTD.
UNCONSOLIDATED STATEMENTS OF INCOME
For the Years Ended December 31, 2001 and 2000
(In Thousand New Taiwan Dollars, Except Eamings Per Share)
2001 2000
Amount % _Amount %
GROSS SALES (Notes 2, 12 and 16) 5 128,563,819 $ 169,223,128
SALES RETURNS AND ALLOWANCES
(Note 2) (___2675816) (___2,994,708)
NET SALES 125,888,003 100 166,228,420 100
COST OF SALES (Note 12) 89,506,952 71 _ 90231581 54
GROSS PROFIT 36381051 29 75996839 46
OPERATING EXPENSES (Note 12)
Research and development 10,649,019 8 7,203,591 5
General and administrative 6,048,665 5 5,299,135 3
Marketing .2341081 _2 2953008 __2
Total Operating Expenses 19,038,765 _15 15455734 _10
INCOME FROM OPERATIONS 17342286 14 60,541,105 _36
NON-OPERATING INCOME .
Interest 1,365,919 1 1,575,460 1
Insurance compensation 860,835 1 1,623,832 1
Premium income (Notes 2 and 15) 234,732 - 8115 -
Technical service income (Note 12) 55,077 - 23,557 -
Gain on sales of property, plant and
equipment (Note 2) 52,376 - 62,921 -
Gain on sales of short-term investments
(Note 2) - - 104,643 -
Foreign exchange gain - net (Note 2) - - 828,025 1
Equity in net income of investee companies
- net (Notes 2 and 5) - - 779326 -
Other (Note 12) 322618 _ - 295295 -
Total Non-Operating Income 2891557 _ 2 5301174 _ 3
NON-OPERATING EXPENSES
Equity in net loss of investee companies
- net (Notes 2 and 5) 6,429,631 5 - -
Interest (Notes 6 and 15) 1,951,830 2 1,858,197 1
Foreign exchange loss - net (Notes 2
and 15) 695,620 - - -
(Forward)
-3 3
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English Translation of Financial Statements Origin: ally Issued in Chinese

Loss on sales of and provision for loss .
on property, plant and equipment (Note 2) $ 234,862
Loss on sale of long-term investments

(Note 2) 102,978
Amortization of bond issue cost (Note 2) 12,504
Other 147.703
Total Non-Operating Expenses 9,575.128
INCOME BEFORE INCOME TAX 10,658,715
INCOME TAX BENEFIT (Notes 2 and 11) 3,824,459
NET INCOME ' $ 14483174
EARNINGS PER SHARE

Based on weighted-average number of

common shares outstanding -

16,832,554 thousand shares in 2001 and

11,400,882 thousand shares in 2000 $50.83
Based on 16,417,270 thousand shares

-$ . 99,220

- 32,658
- 14,610
7 2,004,685

9 63,837,5%
_3 1,268,600

12 § 6510619

The accompanying notes are an integral part of the financial statements.
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English Translation of Financial Statements Originally Issued in Chinese

TAIWAN SEMICONDUCTOR MANUFACTURING COMPANY LTD.

UNCONSOLIDATED STATEMENTS OF CASH FLOWS
For the Years Ended December 31, 2001 and 2000
(In Thousand New Taiwan Dollars)

CASH FLOWS FROM OPERATING ACTIVITIES
Net income
Net income of the merged companies
Adjustments to reconcile net income to net cash
provided by operating achivities:
Depreciation and amortization
Deferred income taxes
Equity in net loss (income) of investee
companies - net
Loss on sales of long-term investments - net
Loss on sales of and provision for loss on
property, plant and equipment - net
Accrued pension cost
Allowance for doubtful receivables
Allowance for sales returns and others
Changes in operation assets and liabililies:
Decrease (increase) in:
Receivable from related parties
Notes receivable
Accounts receivable
Inventories - net
Prepaid expenses and other current assets
Forward exchange contract receivable
Increase (decrease) in:
Payable to related parties
Accounts payable
Forward exchange contract payable
Accrued expenses and other current
liabilities
Net Cash Provided by Operating Activities

CASH FLOWS FROM INVESTING ACTIVITIES
Decrease in short-term investments
Acquisitions of:

Property, plant and equipment

Long-term investments
Proceeds from sales of:

Property, plant and equipment

Long-term investments
(Forward)

2001

2000

$ 14,483,174 $ 65,106,194

- ( 135,077)
48875754 33,051,197 -
3,840,777) ( 1,059,841)
6,429,631 (  779,326)

102,978 .
182,486 13823
345,318 360,673
153,758 490,835
377,384 965,503
470954 (  538201)
51,407) 96,364
10,377,678 ( 14.268,429)
2463517 (  2,985133)
359,342 729,775
49,480 7,108
2,263972) 3,552,646
6,866,059) 2,379,105
218,165 76,168
201,096) 736,885
71,666,308 __ 87,800,269
- 236,250
68,002,448) (  79,270,461)
4563,682) ( 11,866,583)
298,231 219,233
162334 -
6
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English Translation of Financial Statements Originally Issued in Chinese

. Increase in deferred charges (5 1.465703) (5 1,089,730)
Decrease (increase) in refundable deposits 195,073 770,733)
Cash inflow from the merged campanies - 1,412,404
Net Cash Used in Investing Activities (__73376,195) (__91,129,620)

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from issuance of:

Long-term bonds - 9,000,000
Capital stock - 37,322,550
Payments on:
Short-term bank loans - ( 12,635,000)
Commercial paper - ( 5479.288)
Lease obligation ( 50,000) -
Long-term bank loans - ( 7.550,000)
Increase in guarantee deposits 124,593 1,900,663
Bonus paid to directors and supervisors ( 584,303) ( 215,151)
Cash dividends paid on preferred shares ( 41,137) -
Net Cash Provided by (Used in) Financing Activities ( 550,847) 2343774
NET INCREASE (PECREASE) IN CASH AND .
CASH EQUIVALENTS ( 2260734) 19,014,423
CASH AND CASH EQUIVALENTS, BEGINNING OF '
THE YEAR : 35,664,440 16,650,017

CASH AND CASH EQUIVALENTS, END OF
THE YEAR $ 33403706 § 35,664,440

SUPPLEMENTAL INFORMATION
Interest paid (excluding the amounts of $207,297 and

~ $72,903 capitalized in 2001 and 2000, respectively) $ 1980399 $. 2366026
Income tax paid 3 16318 % -

Noncash investing and financing activities:
Effect of exchange rate changes on cash and cash

equivalents $ 125839 § 1.009264
Current portion of long-term liabilities $ 5000000 3 50000
Cash paid for acquisitions of property, plant and

equipment

Total acquisitions $ 55977367 $ 89,963,658
Decrease (increase) in payables to contractors
and equipment suppliers 12025081 (__10,693,197)

$ 68002448 $ 79,270,461

The accompanying notes are an integral part of the financdial statements.
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English Translation of Financial Statements Originally Issued in Chinese

TAIWAN SEMICONDUCTOR MANUFACTURING COMPANY LTD.

NOTES TO UNCONSOLIDATED FINANCIAL STATEMENTS
(Amounts in Thousand New Tajwan Dollars,
Unless Specified Otherwise)

1. GENERAL

Taiwan Semiconductor Manufacturing Company Ltd (the “Company”), a Republic of
China corporation, is engaged mainly in the manufacture, sale, packaging, and testing
of integrated circuits and other semiconductor devices, and the manufacture and
design of masks. TSMC was incorporated as a venture among the Government of the
Republic of China, acting through the Development Fund of the Executive Yuan;
Philips Electronics N.V. and certain of its affiliates (Philips); and certain other private
investors. In September 1994, its shares were listed on the Taiwan Stock Exchange. In
October 1997, TSMC listed its shares of stock on the New York Stock Exchange in the
form of American Depositary Shares.

SIGNIFICANT ACCOUNTING POLICIES

Basis of presentation

The financial statements have been prepared in conformity with accounting principles
generally accepted in the Republic of China. The significant accounting principles
adopted by the Company are as follows:

Cash and Cash equivalents

Government bonds acquired under agreements that provide for their repurchase
within less than three months from date of purchase are dlassified as cash equivalents.

Allowance for doubtful receivables

Allowance for doubtful receivables are provided based on a review of the collectibility
of individual receivables.

Sales and allowance for sales retums and others

Sales are recognized when titles of products and risks of ownerships are transferred to
customers, primarily upon shipment. Allowance and related provisions for sales
returns and others are provided based on experience; such provisions are deducted
from sales and related costs are deducted from cost of sales.

Inventories

Inventories are stated at the lower of standard cost (adjusted to approximate
weighted-average cost) or market value, Market value represents net realizable value
for finished goods and work in process, and replacement value for raw materials,
supplies and spare parts.

-8- 8
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Long-term investments

Investments in shares of stock of companies wherein the Company exercises significant
influence on their operating and financial policy dedisions are accounted for using the
equity method. The difference between the investment cost and the Company’s
proportionate equity in the net assets of the investee on the date of acquisition is
amortized over five years using the straight-line method. Such amortization and the
Company’s proportionate share in the net income or net loss of investee companies are
recognized as components of “Equity in net income or net loss in investee companies -
net” account. When the Company subscribes to additional investee shares at a
percentage different from its existing equity interest, the resulting carrying amount of
the investment in equity investee differs from the amount of Company’s proportionate
share in the investee’s net equity. The Company records such difference as an
adjustment to “Capital surplus” and the “Long-term investments” accounts,
respectively.

In the event an investee offsets its capital surplus, excluding reserve from asset
revaluation, against its accurnulated deficit, which is recorded as a debit to the “Capital
surplus” account and a credit to “Retained earnings” account, the Company also
records the entry by its proportionate share of the investee capital surplus that was
generated subsequent to its acquisition of investee interest, excluding reserve from
asset revaluation.

If an investee’s functional currency is a foreign currency, “Cumulative translation
adjustments” would result from the process of translating the investees” financial
statements into the functional currency of the Company.

Other stock investments are accounted using the cost method. These investments are
stated at cost less declines in market value of listed stocks or declines in value of
unlisted stocks which is considered irrecoverable; such reductions are charged to
shareholders’ equity or current income, respectively. Cash dividends are recognized as
income in the year received but are accounted for as reduction in the carrying value of
the long-term investment if the dividends are received in the same year that the related
Investments are acquired.

Stock dividends are recognized only as an increase in the number of stocks held on the
ex-dividend date.

Investments in foreign mutual funds are stated at the lower of cost or net asset value
(NAV). Write-downs of cost and write-ups to original acquisition cost resulting from
subsequent recovery of the NAV are debited or credited to shareholders’ equity.

The costs of investments sold are determined using the weighted-average method.

The Company’s proportionate share in the gains from sales of property, plant and
equipment, net of the applicable income tax, included as its share in the net income or
net loss of equity-accounted investee companies for the current year is reclassified to
capital surplus from retained earnings. Such amount is reclassified back to retained
earnings when the Company subsequently disposes the related investment. Also, if an
investee company has unrealized loss on its own long-term investment which is
evaluated using the lower-of-cost-or-market method, the Company recognizes that
unrealized loss in proportion to the Company’s equity interest and is recorded in an

9. 9
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account that is a component of its own shareholders’ equity.

Gain or loss on transactions with investee companies wherein the Company owned at
least 20% of the outstanding common stock but less than a controlling interest are
deferred in proportion to the ownership percentage until realized through a
transaction with a third party. The entire amount of the gains or losses on sales to
majority-owned subsidiaries are deferred until such gains or losses are realized
through the subsequent sale of the related products to third parties. On the other hand,
if the gains or losses arose from sales by the investee companies or majority-owned
subsidiaries to the Company, such gains or losses are deferred in proportion to the
ownership percentage until realized through transactions with third parties.

Property, plant and equipment and assets leased to others

Property, plant and equipment and assets leased to others are stated at cost less
accumulated depreciation. Major additions, renewals, betterment and interest
expenses incurred during the constructon period are capitalized. Maintenance and
repairs are expensed currently.

Property, plant and equipment covered by agreements qualifying as capital leases are
carried at the lower of the present value of all minimum future rental payments, or the
market value of the property at the inception date of the lease. The lessee’s periodic
renta] payment includes the purchase price of the leased property, and the interest
expense.

Depreciation is computed using the straight-line method over these estimated service
lives: Buildings - 10 to 20 years; machinery and equipment - 5 to 10 years; and office
equipment - 3 to 5 years.

Upon sale or disposal of an item of property, plant and equipment, the related cost and
accumnulated depreciation are removed from the accounts, and any gain or loss is
credited or charged to income. Any such gain, less applicable income tax, is
reclassified to capital surplus at the end of the year (before the relevant regulation was
amended).

Goodwill

Goodwill arising from the business combinations is amortized using the straight-line
method aver 10 years.

Deferred chareges

These consist of software and system design costs, technology know-how, bond issue
costs and technology license fee. These are amortized as follows: software and system
design costs ~ three years, technology know-how - five years, bond issue costs - the
term of the bonds, and technology license fee — the term of the contract or economic
useful lives of the related technology.

-10- ' 10
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Pension costs

Net periodic pension costs are recorded on the basis of actuarial calculations.
Unrecognized net transition obligation is amortized over 25 years.

Deferred gain on sale-leaseback

The gain on the sale of property is deferred. Such deferred gain is then amortized as
follows: (a) operating lease - adjustment of rental expenses over leasing period, and (b)
capital lease - adjustment of depreciation over the estimated useful life or leasing
period.

Income tax

The Company adopted the inter-period income tax allocation method. Deferred
income taxes are recognized for the tax effects of taxable temporary differences,
unused tax credits, and operating loss carry forwards. Valuation allowance is
provided for deferred income tax assets that are not certain to be realized. A deferred
tax asset or liability is, according to the classification of its related asset or Hiability,
classified as current or non~current. However, if a deferred asset or liability cannot be
related to an asset or liability in the financial statements, it is classified as current or
non-current based on the expected reversal date of temporary differences.

Adjustments of prior years' tax liabilities are added to or deducted from the current
year's tax provision.

Income taxes (10%) on unappropriated earnings generated starting January 1, 1998 are
recorded as expense in the year when the shareholders have resolved that the earnings
shall be retained.

Derivative financdial instruments

Foreign currency forward exchange contracts (forward contracts), entered into for
purposes other than trading are recorded as follows: the differences in the New Taiwan
dollar amounts translated using the spot rates and the amounts translated using the
contracted forward rates are amortized over the terms of the forward contracts using
the straight-line method. At the balance sheet dates, the receivables or payables arising
from forward contracts are restated using the prevailing spot rates and the resulting
differences are recognized in income. Also, the receivables and payables related to the
forward contract are netted out and the resulting net amount is presented as either an
asset or liability.

The Company enters into interest rate swap transactions to manage interest rate
fluctuations on liabilities. These transactions are accounted for on an accrual basis, in

which cash settlement receivable or payable is recorded as an adjustment to interest
income or expenses.

The notional amounts of the foreign currency option contracts entered into for hedging
purposes are not recognized as either assets or liabilities on the contract dates.

-11-~- n
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Other foreign-currency transactions

Other foreign-currency transactions are recorded in New Taiwan dollars at the rates of
exchange in effect when the transactons occur. Gains or losses caused by the
‘application of different foreign exchange rates when cash in foreign currency is
converted into New Taiwan dollars, or when foreign-currency receivables and
payables are settled, credited or charged to income in the year of conversion or
settlement. At period-end, the balances of foreign-currency assets and liabilities are
restated based on prevailing exchange rates and any resulting gains or losses are
credited or charged to income.

Redlassifications

Certain accounts in 2000 have been reclassified to conform to 2001 classifications.

3. CASH AND CASH EQUIVALENTS 2001 2000
Cash and bank depasits $ 31,678,047 $35,053,733
Government bonds acquired under repurchase

agreements 1,725,659 610,707

$ 33403706 $35664440

4. INVENTORIES - NET 2001 2000
Finished goods $ 1,618,635 $ 1,606368
Work in process - 6,685,094 8,422,401
Raw materials 521,680 423 444
Supplies and spare parts 870,780 1,083,348

9,696,189 11,535,561
Less - allowance for losses (_1191,771) (__567,626)

$ 8504418 $10.967.935

5. LONG-TERM INVESTMENTS 2001 2000
% of % of
Carrying Owner- Camying  Owner-
Value ship Value ship
Shares of stock
Equity method:
TSMC International Investment $19,987,814 100  $23,678,522 100
Vanguard International
Semiconductor 3377526 25 5,615,075 25
TSMC Partners . 3032376 100 535,162 100
Systems on Silicon
Manufacturing Company
Pte Ltd. (SSMC) ' 2,907,967 32 935,870 32
(Forward)

-12- 12




30/01 "02 04:32 FAX 852 2522 2280

S & C _HONG EONG

TSMC - North America
Emerging Alliance Fund
Kung Chemng Investment
Cherng Huei Investment
Po Chemg Investment
Chi Hsin Investment
Hsin Ruey Investment
Chi Cherng Investment
TSMC - Japan

TSMC - Europe

Cost method:
Traded
Amkor Technology
Taiwan Mask Corp.
Non-traded
United Technology
Hon Tung Venture Capital
Shin-Etsu Handotai
Taiwan Company Ltd.
WK Technology Fund IV
Taiwan Semiconductor
Technology

Funds

Horizon Ventures
Crimson Asia Capital

$ 786,062

741,617
177,812
166,639
164,724
158,252
157,352
156,694

80,156

10,147

31,905,138
280,748
32,129

193,584
150,000

105,000
50,000

811461

© 125,701

27,091

152,792

$32.869,391

+ $&C-DC
100 $ 666,924
g9 -
25 158,752
25 138,200
25 136,984
25 139,000
25 128,100
25 130,794
100 37803
100 9,594
32,310,780
32,129
11 146,250
10 120,000
7 105,000
2 50,000
- 500,000
953379
- 931304
- 64,547
157,851
$33.422.010

@o1s

100

GRBEES .

100

10
10

~3

19

The equity in net income or (net loss) of subsidiaries and investee companies consisted

of the following:

TSMC International Investment

Vanguard International Semiconductor

TSMC Partners
SSMC

TASMC
Others

(
(

2001 2000
(§ 4855844) § 138589
2,236,940) 597,812
2,357,405 494,966
1722,080) (  473,661)
- 331,330)
27,828 352,950

(£.6429631) S 779326

13
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Information on the long-term investments is as follows:

2001 2000
Market value of traded stocks $ 7055888 $ 8,729,639
Equity in the net assets of unlisted stocks 29124386 27,597,593
Net asset value of funds 152,792 157,851

6. PROPERTY, PLANT AND EQUIPMENT

Accumulated deprediation consisted of the following:

2001 2000
Buildings $15181445 § 9,816,698
Machinery and equipment 122,659,129 82,775,965
Office equipment 2,384,066 1,739,505

$140224.640 594332168

Information on the status of the construction of the Company’s manufacturing facilities
as of December 31, 2001 is as follows:

Estimated Accumulated Expected or Actual

Manufacturing Plant Cost Expenditures _ Date of Start of Operations
Fabé $76,889,000 $69,986,000 March 2000

Fab7 5,930,500 2,867,500 March 2001

Fab 8 28,322,100 11,355,300 March 2001

Fab 12 - 1= stage 38,280,800 28,988,700 April 2002
Fab14-1tstage - 9,711,000 8,449,600 June 2003

Interest expense ( before deducting capitalized amounts of $207,257 in 2001 and
$72,903 in 2000 ) for the years ended December 31, 2001 and 2000 were $2,159,127 and
$1,931,100, respectively. The interest rates used for purposes of calculating the
capitalized amounts were 5.283% in 2001 and 6.468 % to 6.620% in 2000.

As of December 31, 2001, properties with an aggregate net book value of about
$1,378,184 were mortgaged as collateral for long-term loans.

7. DEFERRED CHARGES - NET 2001 2000
Software and system design costs $ 2,073,752 $ 1420528
Technology license fee 996,578 1,442,292
Technology know-how 103,500 157,500
Bond issue costs 33,091 45,595
Others 32,802 56,695

$ 3239723 §$ 3.,122610

-14- 14




30/01 '02 04:32 FAX 852 2522 2280 S & C HONG EONG -+ S&C-DC doz20

8. BONDS : 2001 __2000

Domestic unsecured bonds:

Repayable in March 2003, 7.71 % annual interest

payable semi-annually $ 4,000,000 $ 4,000,000
Repayable in October 2002 and 2004, 5.67% and

5.95% annual interest payable annually,

respectively 10,000,000 10,000,000
Repayable in December 2005 and 2007, 5.25% and

5.36% annual interest payable annually,

respectively 15,000,000 _15,000,000
$29.000000 29,000,000

Future minimum principal payments under the Company’s bonds arrangements as of
December 31, 2001 are as follows:

Year of Repay Amount
2002 $ 5,000,000
2003 4,000,000
2004 5,000,000
2005 10,500,000

2006 and thereafter 4,500,000
29,000,000

Less - current portion (__5,000,000)
24 000,000

On November 6, 2001, the board of directors approved the issuance of domestic
unsecured bonds with an aggregate principal amount of $15,000.000. The issuance of
the domestic unsecured bond has been approved by the Securities and Futures
Commission of ROC (SFC). As of January 18, 2002, the issuance is still in process.

9. SHAREHOLDERS' EQUITY

The Company has issued 259,006 thousand American Depositary Shares (ADS) as of
December 31, 2001. The number of common shares represented by the ADSs is
1,295,031 thousand shares.

The SFC has, on January 4, 2002, approved the Company’s sponsership of the offer by
certain existing shareholders of up to 350,000 thousand common shares in the form of
ADSs. The decision to sponser the offering of common shares in the form of ADSs was

approved by the Board of Directors on December 3, 2001. The offering is still in process
as of January 18, 2002.

Capital surplus except for that arising from the applicaion of the equity method of
accounting, pursuant to ROC Company Law, can only be used to offset a deficit or
transferred to capital (as a stock dividend). Such transfer from capital surplus to capital
can only be made once a year at a spedific percentage. An amendment to the ROC
Company Law issued on November 14, 2001, limited the nature of the capital surplus
that can be used to offset a deficit or transferred to capital (as a stock dividend) to those
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that arise from donations (donated capital) and those attributable to the excess of the
issue price over the par value of capital stock issued.

The Company's Articles of Incorporation provide that the following shall be
appropriated from annual net income (less any deficit):

P

10% legal reserve;
b. Special reserve in accordance with relevant laws or regulations;

¢. Bonuses to directors and supervisors and to employees equal to 1% and at least 1%
of the remainder, respectively;

d. Dividends to holders of preferred shares equal to a 3.5% annual rate, based on the
period during which the preferred shares have been outstanding;

e. The appropriation of the remaining balance after the above shall be decided at the
shareholder’s meeting;

These appropriations of net income shall be resolved by the shareholders in the
following year and given effect in the financial statements of that year.

Dividends are distributed in cash and/or in the form of shares of stock. Since the
Company is in a capital-intensive industry, distribution of profits shall be made
preferably by way of stock dividend. The total of cash dividend paid (in any given
year) should not exceed 50% of total dividends paid and/ or distributed.

The aforementioned appropriation for legal reserve shall be made until the reserve
equals the aggregate par value of the Company’s outstanding capital stock. The
reserve can only be used to offset a deficit; or, when its balance has reached 50% of the
aggregate par value of the outstanding capital stock of the Company, up to 50% thereof
can be distributed as stock dividend.

Pursuant to existing regulations promulgated by the Securities and Futures
Commission, a special reserve equivalent to the debit balance of any account shown in
the shareholder equity section of the balance sheets, other than the defict, shall be
made from unappropriated retained earnings. The special reserve shall be adjusted
accordingly based on the debit balance of such accounts as at year-end. As of
December 31, 2001, prior year’s accumulated deficit in the amount of $1,803,168 from
WSMC is included in the unappropriated relained eamnings.

Under the Integrated Income Tax System that became effective on January 1, 1998,
ROC resident shareholders are allowed a tax credit for the income tax paid by the
Company on earnings generated starting January 1, 1998. An Imputation Credit
Account (ICA) is maintained by the Company for such income tax and the tax credit
allocated to each shareholder. The maximum credit available for allocation to each
shareholder cannot exceed the balance shown in the ICA on the date of distribution of
dividends.

The Company issued 1,300,000 thousand unlisted Series A - preferred shares to certain
nvestors. The foregoing preferred shares will be redeemed within thirty months from
their issuance. The terms and conditions in respect to the issuance of the preferred

-16- 16
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10.

shares provides that, until the shares are redeemed, their holders:

a

b.

d.

e

Are entitled to receive cumulative cash dividends at an arrrual rate of 3.5%.

Are not entitled to receive any stock dividends (whether declared out of

unappropriated earnings or capital surplus).

Have priority over the holders of common shares to the assets of the Company
available for distribution to shareholders upon liquidation or dissolution of the
Company. However, the preemptive rights to the assets shall not exceed the issue

value of the shares.

Have voting rights similar to that of the holders of common shares.

Have no right to convert their shares into common shares,

PENSION PLAN

The Company has a pension plan for all regular employees, which provides benefits
based on length of service and average monthly salary for the final six months of
employment.

The Company contributes at an amount equal to 2% of salaries every month to a
Pension Fund (the “Fund”). The Fund is administered by a pension fund monitoring
comumittee (the “Committee”) and deposited in the Committee’s name in the Central
Trust of China.

The changes in the fund and accrued pension cost are sumumarized as follows:

.

Components of pension cost

Service cost

" Interest cost

Projected return on plan assets
Amortization

Reconciliation of the fund status of the plan and
accrued pension cost

Benefit obligation
Vested benefit obligation
Nonvested benefit obligation
Accumulated benefit obligation
Additional benefits based on future salaries
Projected benefit obligation

Fair value of plan assets

Funded status

Unrecognized prior service cost

Unrecognized net transitional obligation

Unrecognized net gain

17

2001 2000
$ 417967 § 376,689
95,920 91,234

( 43968) (  26,675)
8,300 8,300

$ 478219 & 449548
$ 739 S -
1024525 __ 763879
1,025,264 763,879

1407014 1,550,009

2432278 2,313,888

(__B35583) (__661,099)
159,695 1,652,789

( 157,691) ( 165,951)
415,849 22,737
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Additional Hability - -
Accrued pension cost $1854853 $1.509,53%
¢. Actuarial assumptions
Discount rated used in determining present values 5.0% 6.0%
Future salary increase rate 5.0% 6.0%
Expected rate of return plan on assets 5.0% 6.0%
d. Contributions to pension fund 131 5932
e. Funds transferred from TASMC and WSMC $ - $ 173339
f. Payments from pension fund 3 - 8§ _.1458

11. INCOME TAX BENEFIT

a. A reconciliation of income tax expense - current before tax credits and income tax
expense on income before income tax at statutory rate is shown below:

2001 _ _ 2000
Income tax expense base on “income before '
income tax” at statutory rate (% 2,664,679) ($12,760,503)
Tax-exempt income 1,089,000 7,770,000
Temporary difference (__993,679) ( 49,497)
Income tax expense - current before tax credit (3_2.569,358) (3_5.040.000)

The statutory rate for 2001 and 2000 were 25% and 20%, respectively.

b. Income tax benefits consist of:

2001 2000
Income tax expense - current before tax credits (% 2569,358) ($ 5,040,000)
Additional 10% on the unappropriated earnings (  319.000) ( 88,024)
Income tax credits 2,888,358 5,128,024
Other income tax ( 16,318) -
Income tax for the current year ( 16,318) -
Net change in deferred income tax assets (liabilities)
for the period

Investment tax credits 144,925 3,146,369

Temporary differences ( 1.874945) (  388,671)
Valuation allowance 5570,797 ( 1,678,791)
Adjustment of prior years’ taxes ’ - 189,693

§ 3824450 §.1.268600

c. Deferred income tax assets and liabilities consisted of:

2001 2000

Current:
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Investment tax credits $ 2347000 $ 8422000
Less - valuation allowance o - (___300,000)

§ 2317000 § 8122000

Noncurrent:
Investment tax credits $21,710461 5$15490,536
Temporary differences (__2493.755) (___618:810)
19,216,706 14,871,726
Less - valuation allowance - (3,041636) (__8.312433)

$16175070 $ 6,559.293

The effective tax rates for deferred income tax as of December 31, 2001 and 2000
were 17.56% and 7.54%, respectively.

d. Integrated income tax information:

The balances of the imputation credit account (ICA) as of December 31, 2001 and
2000 were 59,365 and $5,888, respectively.

The tax credit ratio computed as of December 31, 2001 was 0.02% while the tax

credit on earnings as of December 31, 2000 on dividend distributed in 2001 was
0.01%.

The imputation credit allocated to each shareholder shall be based on the balance in
the ICA on the date of distribution of dividends; thus the expected creditable ratio
for 2001 may be adjusted according to the difference between the expected and
actual imputation credit allowed under the regulation.

e. The unappropriated retained earnings as of December 31, 2001 and 2000 included
the earnings generated up to December 31,1997 of $4,827.

f. Unused investment tax credits arising from purchase of machinery and equipment,
and research and development expenditures as of December 31, 2001 will expire as

follows:

Year of Expiry . Amount
2002 $ 4,487,894
2003 5,500,778
2004 10,720,895
2005 3,347,894

$24.057.461

g- The income from the following projects and services is exempt from income tax:

Tax-Exemnption Period ,

Expansion of first and second manufacturing B
plants-modules A and B, third manufacturing plant and 1999 to 2002
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fourth manufacturing plant, and construction of fifth
manufacturing plant
Expansion of the seventh manufacturing plant 1998 to 2001

h The tax authorities have examined income tax returns of TSMC through 1999,
excluding 1998. However, TSMC is contesting the assessment of the tax
authority for 1992, 1993, 1996 and 1997.
12 RELATED PARTY TRANSACTIONS
The Company engages in business transactions with the following related parties:

a. Industrial Technology Research Institute (ITRI); the Chairman of the Company is
one of the directors of ITRI

b. Philips Electronics N.V. (Phalips); a major shareholder
¢. Subsidiaries

TSMC Intemational Investment (TSMC-BVI)

TSMC - North America

TSMC - Europe

TSMC - Japan
d. Investees

Vanguard International Semiconductor Corporation (VIS)
Systems on $ilicon Manufacturing Company Pte Ltd. (SSMC)

a. TSMC Technology, a subsidiary of TSMC-BVI
f. WAFERTECH, LLC, an indirect subsidiary of TSMC-BVI

The transactions with the aforementioned parties, in addition to those disclosed in
other notes, are summarized as follows:

2001 2000
Amount % Amount %
For the year
Sales
Philips and its affiliates $ 2,389,257 2 $ 5289927 3
VIS 1,177,094 1 17,012
ITRI 114,546 - 198,146 -
SSMC 48,972 - - -
WATFERTECH, LLC 3111 _ - 30816 __-
$ 3732980 _3 $553901 _3
Puxchase
WAFERTECH, LLC $ 6,797,817 37  §13,296,633 37
VIS 3,801,975 22 6,572,110 19
SSMC : 42984 - - -
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Rental expense - JTRI $ 16604 11§ 161575
Manufacturing expenses
Technical assistance fee - Philips $. 2418276 100 5 2137105
Marketing expenses
Commission
TSMC - North America $ 1028725 42 S5 994,686
TSMC - Japan 194,696 g 165,087
TSMC - Europe 124,384 S 143,461
Service Charge
TSMC - North America 118648 _ 5 118,852
$ 1466453 60 $.1.422086
Sales of property, plant and equipment
VIS $ 268871 79 $ 87,189
WAFERTECH, LLC 24645 7 -
$ 203516 86 § 87189
Non-operatng income
SSMC $ 95284 3 $ 152347
WAFERTECH, LLC 4,612 - 1,749
VIS 467 - 5,604
Others ot - 38
§ 100363 _3 $ 150738
Atend of the year
Receivables
VIS $ 320179 61 S 159,890
Philips and its affiliates 116499 22 643,604
ITRL 37,383 7 56,078
WAFERTECH, LLC 25,251 5 20,361
SSMC 20,671 4 89,154
TSMC Technology 3878 _1 25,728
§ 523861 100 §$__994.815
Prepaid expense and other current asset
Advance rent - ITRI $ 42664 _2 §__ 42664
Payables
WAFERTECH, LLC $ 817616 39 § 1,487,181
VIS 548,472 26 1,808,964
Philips and its affiliates 499331 24 797 375
TSMC - North America 136,443 7 166,063
TSMC - Europe 54,601 3 66,343
TSMC - Japan 15355 1 16,165
TSMC Technology 10,318 - 4,487
SSMC 470 - -
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§ 2082606 100 § 4346578 100

Sales to related parties are based on normal selling prices and collection terms, except
for disposal of properties and technical service, which were in accordance with the
related contracts.

The amount payable to WAFERTECH, LLC represents the costs of finished goods

purchased by TSMC. The costs of finished goods purchased were calculated in
accordance with the related contractual agreements.

SIGNIFICANT LONG-TERM OPERATING LEASES

The Company leases from ITRI the land, building and certain machinery and
equipment of its first manufacturing facility under agreements that will expire in
March 2002. The annual rent under such agreement amounts to $161,604.

The Company leases the land where its 2nd through 14th manufacturing facilities are
located from the Science-Based Industrial Park Administration. The related
agreements will expire on various dates from March 2008 to December 2020 and have
annual rentals aggregating $208,716. The agreements can be renewable upon their
expiration.

Future annual minimum rentals under the aforementioned leases are as follows:

Year Amount
2002 $ 249,117
2003 208,716
2004 ' 208,716
2005 208,716
2006 208,716
2007and thereafter 1,789,500

$2873.481

SIGNIFICANT COMMITMENTS AND CONTINGENCY AS OF DECEMBER 31, 2001
The Company’s commitments and contingency as of December 31, 2001 are as follows:

a. Under a Technical Cooperation Agreement with Philips, as amended on May 12,
1997, the Company shall pay technical assistance fees as a percentage of net sales,
as defined in the agreement, of certain products. The agreement shall remain in
force up to July 9, 2007 and thereafter be automatically renewed for successive
periods of three years. Under the amended agreement, the fee is subject to
deduction by the amounts the Company pays to any third party for settling any
licensing/infringement issue after the first five-year period of the amended
agreement, provided that the fee after reduction will not be below a certain
percentage of the net selling price.

b. Subject to certain equity ownership and notification requirements, Philips and its
affiliates can avail themselves each year of up to 30% of the Company's production
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capacity.

Under a technical cooperation agreement with [TR, the Company shall reserve and
allocate up to 35% of certain of its production capacity for use by the Ministry of
Economic Affairs (MOEA) or any other party designated by the MOEA.

. Under several foundry agreements, the Company shall allocate a portion of its

production output for sale to certain major customers from whom guarantee
deposits of US$205,949 thousand had been received as of December 31, 2001.

. Under a Shareholders Agreement entered into with Philips and EDB Investments

Pte Ltd. dated March 30, 1999, the parties agreed to: (a) form a joint venture
company to be named Systemns on Silicon Manufacturing Company Pte Ltd. (SSMC)
for the purpose of constructing an integrated circuit foundry in Singapore, (b) set
SSMC's total authorized capital at about S$1.2 billion, and, (c) allow the Company
to invest in 32% of SSMC's capital. As of December 31, 2001, the aggregate amount
of investments from these parties has not reached S51.2 billion. The Company and
Philips committed to buy a specific percentage of the production capacity of SSMC
If any party defaults on the agreement and the capacity utilization of SSMC falls
below a specific percentage of its total capacity, the defaulting party should
compensate SSMC for all related unavoidable costs.

Provision of technical services to SSMC under a Technical Cooperation Agreement
(the “Agreement”) entered into on May 12, 1999. The Company receives
compensation for such services computed at a specific percentage of net selling
prices of specific products sold by SSMC. The Agreement remains in force for ten
years and is automatically renewed for successive periods of five years unless
pre-terminated by either party under certain conditions.

. The Company provides a guarantee for loans of US$268,000 thousand, US$40,000

thousand and US$440,000 thousand obtained by TSMC Development, Inc., TSMC-
North America and WAFERTECH, LLC, respectively.

Under a Technical Transfer Agreement with National Semiconductor Corporation
{“National”) entered into on June 27, 2000, TSMC shall receive payments for the
technology transferred to National. The agreement will remain in force for ten
years. After expiration, this agreement will be automatically renewed for
successive periods of two years unless pre-terminated by either party under certain
conditions.

The Company entered into a Manufacturing Agreement with Vanguard
International Semiconductor Corp. (“VIS”). VIS agrees to reserve certain capacity
to manufacture for the Company certain devices based on logic or other
technologies required by the Company’s customers, at a discount to the selling
prices as agreed by the parties. The Company paid $1,200,000 thousand to VIS as a
Security Bond. VIS shall return portions of the Bond without any interest to the
Company upon the purchase of the wafers by the Company. The contract will
remain in force for five years.

Under a patent license agreement, the Company has entered into a cross license
arrangement for certain semiconductor patents with a US-based.company for a
term starting from October 26, 2001 through December 31, 2006. TSMC shall pay
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royalty fees to the such company.
Unused letter of credits as of December 31, 2001 were $1,200 thousand.

As of December 31, 2001, unused credit lines for short-term loans were
NT$6,430,000 thousand and US$300,000 thousand.

m. As of December 31, 2001, unused credit lines for long-term loans were

NT$3,000,000 thousand and US$37,750 thousand.

ADDITIONAL DISCLOSURES

Following are the additional disclosures required by the SFC for TSMC and investees:

a,

b.

h

Financing provided: Please see Table 1 attached;
Endorsement/ guarantee provided: Please see Table 2 attached;
Marketable securities held: Please see Table 3 attached;

Marketable securities acquired and disposed of at costs or prices of at least NT$100
million or 20% of the paid-in capital: Please see Table 4 attached;

Acquisition of individual real estates at costs of at least NT5100 million or 20% of
the paid-in capital: Please see Table 5 attached;

Disposal of individual real estates at prices of at least NT$5100 million or 20% of the
paid-in capital: None;

Total purchase from or sale to related parbies amnounting to at least NT$100 million
or 20% of the paid-in capital: Please see Table 6 attached;

Receivable from related parties amounting to at least NT$100 million or 20% of the
paid-in capital: Please see Table 7 attached;

Names, locations, and related information of investees on which the Company
exercises significant influence: Please see Table 8 attached;

Financial instrument transactions:

1) Derivative financial instruments

The relevant information on the derivative financial instruments entered into by
the Company is as follows:

a) Open forward exchange contracts as of December 31, 2001

Contract
Amount Fair Value Marurity
Currency __ (Thousand) {Thousand) Settlemant Date (Thousand)
Sell US$ US$ 17912 NT$ 618,206 Jan. 2002 NIS 620,600
Sell uss Uss 783,000 NTS 24,985,688 Japn. 2001~Mar.2002 NT$ 27,013,402
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b)

d)

Payables from forward exchange contracts (shown in the balance sheet as part
of “Other current liabilities” account) as of December 31, 2001 aggregated to
$397,117. Net exchange loss for the year ended December 31, 2001 was
$1,872,979,

The net assets or liabilities that have been hedged by the above forward
exchange contracts are as follows:

. Amount
{Thousand)
Accounts receivable Uss$ 518,984
Accounts payable US$ 169,664
Time deposits Usy 707416

Interest rate swaps

The Company has entered into interest rate swap contracls to hedge exposure
to rising interest rates on its floating rate long-term loans. These significant
transactions are summarized as follows:

Amount
Contract Date Period (Thousand )
April 28, 1998 May 21, 1998 to May 21, 2003 US$2,000,000
April 29,1998 May 21,1998 to May 21, 2003 1,000,000
June 26, 1998 June 26, 1998 to June 26, 2003 1,000,000
June 26, 1998 . July 6, 1998 to July 6, 2003 1,000,000

Interest expenses on these transactions for the year ended December 31, 2001
were $473,413.

Option contracts

The Company has entered into foreign currency option contracts to hedge risks
of exchange rate fluctuations arising from its anticipated U.S. dollar cash
receipts from its export sales or Japanese Yen obligations related to its
importation of machinery and equipment.

Outstanding option contracts as of December 31, 2001 were as follows:

Contract
Amount Carrying Falf Value
Contract curpency. (Thousand) _ VYaluc = (Thoussnd}) _ StrikePrice Mahurity
Put option sell EUR EUR 293,000 ($ 39,500) ($252833) 0.8940~09340 Jan - Feb. 2002

(EUK/USS)

For the year ended December 31, 2001, the Company realized premium
income of $328,254 and premium expense of $93,522.

Transaction risk

-25. 25
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1

i) Credit risk. The banks, which are the counter-parties to the foregoing

derivative finandal instruments, are reputable fmancial institutions.
Management believes its exposures related to the potential default by those
counter parties are low.

Market price risk. All derivative financial instruments are intended as
hedges for fluctuations in currency exchange rates on the Company foreign
currency denominated receivables or payables and interest rate fluctuations
on its floating rate long-term loans. Gains or losses from forward exchange
contracts are likely to be offset by gains or losses from receivables and
payables. Interest rate risks are also controlled as the expected cost of
capital is fixed. Thus, market price risks from exchange rate and interest
rate fluctuations are minimal.

iii) Liquidity and cash flow requirements. The cash flow requirements on the

derivative instrumnents are limited to the net differences between the spot
rates and contracted forward rates at settlement dates (for forward
contracts); and amounts payable arising from the differences in the rates
(for interest rate swap contracts). Also, options may not have to be
exercised at all in cases where the strike price is higher than the related
market price at exercise dates. Management believes that the foregoing
requirements are not material

2) Fair value of finandal instruments

2001 2000
Carrying Camnrying
Amoumnt Fair Value Amount Faig Value

Non-denivative finandal instmments

Asscts
Cash and cash equivalents $33408,706 $33403,706 $35,664440 $35,664,440
Receivable from related partes 523,861 523,561 994 815 994,815
Notes and Accounts recefvable 20,134,218 20134218 30,460,489 30,460,489
Long-term invesknents 32869391 36333066 33422010 36485083
Pledged deposits 25,356 2535 46,856 46,856
Refundable deposits 772,912 772,912 967,985 967,985
Liabilities
Payable to related parties 2,082,606 2.082.606 4346578 4346578
Accounts payable 1.123,894 11238% 7,989,953 7,989,953
Payables to conractors and
equipment suppliers 12367319 12367319 24392400 24392400
Bonds 29000,000 29703063  25.000,000 29,035,803
Guarantee deposits 7210972 7210572 7086379 7086379

Dervative financial ingtruments

Forward exchange contracts (buy) - - 1,984,740 1,978,998
Forward exchange contracts (sell) 28061119 27603854 20802311 20,738.804
Interest rate swaps 26,969 ( 343,088) 1,601 234,017
Option ( 39500) (  252833) - ( 456068)

Fair values of financial instruments were determined as follows:

2)
b

Short-term financial instruments — carrying values.

Long-term investments -- market value for listed companies and net equity
value for the others.

-26- 26




30701 '02 04:35 FAX 832 2522 2280 S & C HONG KONG -+ S&C-DC Boaz

¢) Refundable deposits and guarantees deposits — carrying values.

d) Long-term bank loans — based on forecasted cash flows discounted at
interest rates of similar long-term liabilities. Bonds payable is discounted at
present value. Fair values of other long-tenm liabilities are also their
carrying values as they use floating interest rates.

e} Derivative financial instruments — based on the quotations from banks.
The fair values of non-financial instruments were not included in the fair values

disclosed above. Accordingly, the sum of the fair values of the financial
instruments listed above does not equal the fair value of the Company.

16. SEGMENT FINANCIAL INFORMATION

a. Exportsales
Area 2001 2000
America $ 63,896,732 $ 81,686,803
Asia , 23,874,375 42,906,968
Europe . 7,523 873 11,360,517

$ 95294980 $135954,288

The export sales information is presented by billed regions.

b. The Company only has one customer that accounts for at least 10% of its total sales.
The sales to such customer amounted to $21,789,769 in 2001 representing 17% of its
total sales. The sales, however, to such customer amounted to only $10,307,244 in
2000 representing only 6% of total sales.
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